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Which Dollar? 


The balance sheet and profit and loss statement give in appearance an 
impression of mathematical preciseness and finality. There seems to be the 
real note of authenticity in those carefully balanced and orderly array of 
arithmetical symbols. There are, however, certain definite limitations in 
both these reports and one of the principal is that they make no allowance 
for the changing value of the dollar. They are stated at present in terms 
of a fluctuating unit of worth. 

Various fixed assets may have been purchased five or six years ago. 
They are being written off in dollars that may represent 60 per cent. of 
present worth. Inventories may have increased or decreased in value 
without satisfactory adjustment to true worth even though the cost or 
market theory of valuation exercises a certain conservative restraint. 

This means that revealed in the balance sheet costs and profit and loss 
expenses and income is quite a conglomerate mixture of financial transac- 
tions at varying price levels. 

Under these conditions it is potently difficult to arrive correctly at 
either asset value or income. Such statements, if no observance of atten- 
tion is given to the general price level or the fact of its ups and downs, 
may lead to undue optimism over earnings in a soaring market or pessimism 
in recessive periods 

This is no new problem and one well known to accountants but un- 
fortunately there it has stopped. Conventional accounting practice recog- 
nizes that the dollars put into a statement are assumed to have a common 
purchasing power when in fact they do not. The general consensus of 
opinion has been there are no completely satisfactory corrective techniques 
for this situation. This, plus a rather circumstribed knowledge of the 
subject has keep accountancy from tackling this problem as boldly as it 
might have. 

Drawing attention to the problem once again may cause us to point 
our mental sights for another look and perhaps a few suggestions even of 
an unorthodox nature may at least start some of us thinking. This field 
perhaps hitherto thought to be exclusively that of the general and public 
accountant should concern the cost accountant as well. Many of the figures 
supplied to the general ledger by the factory accountant will be directly 
affected by any plan to correct or adjust out-of-date dollar values to 
present worth. 

Cost of Sales is one of the most significant items in accounting. Im- 
proper valuation of materials or material valued with the wrong years’ 
dollars helps to distort the accuracy of this statement. The application 
of overhead in a truly exact way is always difficult. At best, it is relative 
to a past period. However, how much more inaccurate is-it made by the 
use of depreciation charges set up in years of differently valued money. 
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In fact, the application of cost centre overhead will be correct only to the 
point that fixed charges are restated in terms of present worth. The value 
of today’s depreciation dollar is not that of seven years ago and may not 
be that of seven years hence. Depreciation allowance set up for equipment 
bought in a recessed period will not create sufficient reserve to replace 
the same equipment in a period of inflation. 

Rather serious also is the implication of a varying price structure on 
the beginning inventory. If it is not restated in terms of year end inventory 
valuation there may result exaggerated statement earnings from what is 
merely unrealizable stock appreciation. 

The interest of the cost and industrial accountant is therefore imperative 
in this matter. 

The idea that no satisfactory adjusting device exists to correct the 
fluctuating dollar problem is quite prevalent but if we wait until one is 
developed that completely satisfies everything and everybody, we might as 
well dismiss the problem. In any case, the gross inequalities by way of 
under and overstatement of assets and earnings that result from our present 
acceptance of a dozen or more differently valued dollars in the same columns 
could hardly be made greater by some adjustment however faulty. 

A suggestion in this matter of a corrective factor might be the general 
price index. That is if the price index or purchasing index, example, this 
year is 129 and nineteen thirty nine value taken as the normal having an 
arbitrary base of 100, then 129 per cent. of 1939 values would give present 
worth. The adjustments made by supplying the price index above or below 
normal would constitute additions or subtractions to the base to arrive at 
present worth. 

There will be immediate cries of what is a normal year and when did 
we have it and the price index is not reliable. All of these comments are 
true in themselves but from the standpoint of attempting to work out a 
solution to an admittedly difficult problem they are very odoriferous red 
herrings drawn across the none too well used trail. 

It is fairly obvious that we cannot scrap our present system overnight 
and in this connection an additional set of financial statements could be 
made which are restated in terms of present purchasing worth. Balance 
sheet and earnings statement figures could be converted through the use of 
the general price level index to a common base to reflect money value 
changes as shown in the general price structure. 


Current accounting thought is placing much emphasis upon earning 
power and rightly so. It is thought to be perhaps the most significant 
financial activity and statements which are designed to indicate potential 
earning power for-the future will be the most useful and influential. The 
addition of another set of statements restated to present worth can and 
will show earnings and earning power to a finer and more reliable degree. 

There is a great deal of work and research necessary for the accounting 
profession in regard to this limitative factor in our annual statements. It 
devolves upon the cost and industrial accountants to contribute their share 
towards the improvement of existing accounting machinery that it may truly 
reflect present worth. 
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Year Book 


Last month each member was sent a copy of the Society's Year Book 
and it will be noted that this year the Acts of Incorporation and By-Laws 
have been omitted. It was felt by the Directors that these would be better 
published in a separate volume and, of course, would not have to be 
repeated each year as has been done in the past. In accordance with this 
decision, there will be issued later in the year, a booklet containing the 
wording of the Acts of Incorporation and the By-Laws of the Canadian 
and Provincial Societies, Chapter Regulations, etc. 

For the benefit of those who have become members of the Society 
during the past year, it should be explained that the membership list as 
published in the Year Book includes only those having membership at 
April 30th, 1946. Ordinarily the Year Book would have been distributed 
to the members in September but owing to the critical paper situation, its 
publication was temporarily set aside to make possible the publication of 
our Topical Index and other literature. Therefore, any members whose 
applications were not received prior to April 30th, 1946, were not included 
in the list of members in the Year Book. 


The Late George Edwards 


It is with profound regret that we learn of the death in 
Toronto on February 12th of Mr. George Edwards, at the age 
of 86. To the Society, the passing of Mr. Edwards, has meant 
that another link has been broken with its early history, since 
he was one of the founders of the Canadian Society of Cost 
Accountants and served as its first President from 1920 to 1924. 
Under his direction the ground work was laid for the develop- 
ment of an organization which has since become of national 
















importance. 





Mr. Edwards has had a long and distinguished career as u 
Chartered Accountant, having served four times as President of 
the Institute of Chartered Accountants of Ontario and was 
also President of the Dominion Association of Chartered Ac- 


countants. 










To his family we extend our sincerest sympathy. 
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New Members 
Calgary Chapter 


Robt. H. Hill, Maple Leaf Petroleum Ltd. 
Jack R. Wright, The Canadian Utilities Ltd. 
Arthur J. Ham, Fred Mannix & Co. Ltd. 


Fort William-Port Arthur Chapter 
Arthur J. Currie, Brompton Pulp & Paper Co. Ltd., Red Rock, Ont. 
John H. McLellan, Brompton Pulp & Paper Co. Ltd., Red Rock, Ont. 
Robert H. Lusignan, Burns & Co. Ltd., Fort William. 
John C. Hamilton, Northern Wood Preservers Ltd., Port Arthur. 


Hamilton Chapter 
Frank G. Elliott, Slingsby’s Manufacturing Co. Ltd., Brantford. 
James Stewart, Echlin Press Ltd. 


Kent County Chapter 
G. F. Clark, Schultz Die Casting Co. of Canada Ltd., Wallaceburg. 
Clarence H. Wallace, Ontario Steel Products Co. Ltd., Chatham. 
Lorne B. Davies, Ontario Steel Products Co. Ltd., Chatham. 
Miss Gloria Wood, Lloyd Bag Co. Ltd., Chatham. 


Kingston Chapter 
J. J. Kane, Canadian Locomotive Co. Ltd. 


Montreal Chapter 
Ivan P. Phelan, Avon Products of Canada Ltd. 
A. Andre Carmel, 380 Sixth Avenue, Verdun. 
George M. Simpson, E. C. Leetham & Co. 
Marcel Rivard, C.A., 1155 Laframboise St., St. Hyacinthe. 


New Westminster Chapter 
Ronald G. Hill, Westminster Machinery Sales Co. Ltd. 


Niagara Chapter 
Chas. J. Spagnola, Hayes Steel Products, Merritton. 
Lloyd O. Stewart, The Dominion Chain Co. Ltd., Niagara Falls. 


Ottawa Chapter 
James K. Carlyle, Ault Creamery Ltd., Winchester. 


Toronto Chapter 
John F. Humphrey, Dunlop Tire & Rubber Goods Co. Ltd. 
H. B. Clearihue, Dominion Magnesium Ltd. 
Russell Poppleton, The Canadian Kellogg Co. Ltd. 
Reginald E. McKenna, Gurney Foundry Co. Ltd. 


Vancouver Chapter 
Leslie L. Whitlaw, Begg Motor Co. Ltd. 
Cecil N. Brennan, Dept. of Commerce, University of British Columbia. 
Howard B. Davey, Prefabricated Buildings Ltd., Burnaby. 


Non-Resident 
Arthur H. Strock, Ray-O-Vac (Canada) Ltd., Winnipeg, Manitoba. 
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On Wednesday evening, March 12th, twenty members and guests met 
it the Bar-G-Q Dining Hall for the regular monthly meeting of the Local 
Chapter. j 
The Chapter was honoured to have as guest speaker the Dominion | 
President, Mr. R. S. M. Ausman, R.I.A. Mr. Ausman outlined briefly 
the history of the Society before continuing with his talk on the “Industrial 
Accountant's Role in Scientific Management.’ The Speaker expressed his 
belief that the present manufacturing and labor difficulties are the darkest 
before a new era, in which the Cost Accountants will have a leading role. 
The Speaker was introduced by Mr. J. N. Allan, R.I.A., Secretary- 
Manager of the Society, and thanked by Mr. G. F. Brooks, C.A. Mr. Allan 
then gave a brief talk on the forthcoming R.I.A. examinations. 


CALGARY 


Mr. J. Stuart Simpson, C.A., was the guest speaker at our meeting o1 
March 12, his subject being “Modern Trends in the Publication of Ac- 
counts’. It was surprising to learn of the trend toward publishing very 
elaborate and costly financial statements by a number of the larger 
corporations. : 

The Chapter’s Research Committee was responsible for the meeting 
of March 26, which took the form of a Round Table Discussion. Although 
space does not permit the printing of all subjects mentioned, friendly dis- 
cussions followed a number of argumentative questions and all present 
derived a great benefit from the meeting. 


FORT WILLIAM—PORT ARTHUR 


The regular meeting of the Fort William-Port Arthur Chapter was 
held on Monday, February 24th, with a total attendance of twenty-seven. 
Mr. A. R. Davey, C.G.A., of Toronto, who is the accountant for the Public 
Hospital Division of the Department of Health of Ontario was the speaker 
His subject was ‘The Study of Hospital Costs’, and several members of 
local hospital accounting staffs were present. 


KITCHENER 


The March meeting of the Kitchener Chapter was held at the Hotel 
Kress, Preston, Vice-Chairman, Vic Buchanan, presiding. 
‘Foremen Training” was. the subject of the address delivered by Mr 
Allan Cameron of Imperial Oil Ltd., Toronto, to the assembled Cost 
Accountants who had as guests foremen and superintendents. Mr. Cameron 
warned that with increased competition and a tightening up of conditions, 
the firm with specially trained foremen will be in a better condition to 
cope with situations that may arise. 
The speaker was introduced by Mr. N. R. Barfoot, of Galt, and thanked 
on behalf of the Chapter by Mr. A. M. Crowder, of Fergus. e 
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CHAPTER NOTES 
LONDON 


“Cost Accounting and Control in Drug Manufacture’ was the subject 
of the address delivered. to the London Chapter at Hotel London at their 
February meeting. The Chairman, Mr. C. E.. Costain, presided. 

Mr. Omer W. Cox, the «guest speaker, gave a very complete picture 
of the drug trade from bulk production to retailing. Mr. Cox stressed 
the need of the drawing up of budgets to control operating expenses and 


showed charts to illustrate his remarks. 
i An interesting discussion period followed the address after which 
Mr. J. J. Masse expressed the Chapter’s thanks to the speaker. 


MONTREAL 


The light and trivial naturally rises to the surface, thus we commence 
with a reference to the Smoking Concert held at the Canadian Legion Hall 
on March 7th. There was a good attendance—which should much improve 
as the event attains the dignity and glamour of a perennial—and the enter- 
tainment was of high order. “Alouette” in English, went down like 
whiskey blanc’ and the lady-Mistress of the Ceremonies scored a personal 
and professional success. 

On the 21st, a goodly company listened to Dr. Bois, his subject 
Advanced Executive Training’. There were many gallant attempts to 
assume the known facial expressions of advanced executives—not an easy 
thing to do after a good dinner—and if the learned Doctor was not deceived, 
he gave no visible sign. The lecture was of a weighty order and entirely 
absorbed the audience. Dr. Bois employs a pretty wit which flickered, 
like lightning, around the heavier densities of his abstruse message. 


NIAGARA 


The Niagara District Chapter have been graced at successive meetings 
by two presidential visits. For the January meting, Mr. Ausman, Dominion 
President, was our distinguished guest, and for the February meeting, Mr. 
F. E. Wood, O.B.E., R.LA., Ontario President, left his northern haunts to 
spend an evening with us. 

Mr. Ausman gave a brief resume of the state of the Society as a 
whole, then gave a brief talk on the Industrial Accountant's role in Scientific 
Management which was well received. Mr. Allan, our hard-working Sec- 
retary-Manager, was on hand to add to the remarks of Mr. Ausman and to 
give a brief summary of the “irons in the pot” at the present time. 

At our February meeting, Mr. Wood talked generally on the future 
of Cost Accounting, stressing particularly the need for proper presentation 
of reports to management. His talk, interspersed with many humorous 
references gleaned from his long and varied experience, was most en- 
lightening and well received. Again, we had the honor of having Mr. 
Allan on hand, and his introduction of Mr. Wood was a gem. 

The Chapter wishes to thank both our presidents for their visits, and 
hopes to welcome them back again in the near future. 


OTTAWA 


The March meeting of the Ottawa Chapter was held in the staff cafeteria 
t of Vail’s Launderers & Dry Cleaners Ltd., on Thursday, March 20th. Mr. 
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Frank E. Wood, O.B.E., R.I.A., Treasurer of the Marathon Paper Mills 
of Canada Ltd., Port Arthur, Ontario, was the speaker for the evening 
and his subject was “The Post War Field of the Cost Accountant.” 

Mr. Wood visited the Chapter for this meeting as President of the 
Society of Industrial & Cost Accountants of Ontario. His visit to this 
Chapter was a little different, however, in that he was until just recently 
a member and director of this Chapter. All those present enjoyed his very 
thought provoking talk and were pleased to have this opportunity to wish 
him every success in his new field of endeavour at Port Arthur. 

After the meeting, the members formed into groups and were taken 
on a conducted tour of the laundry and the dry cleaning plant. This proved 
to be of much interest to all those present in spite of the fact that the plant 
was not in operation at the time. Mr. E. J. Winters and Mr. J. Hunter 
were hosts for this portion of the program. 


ST. MAURICE VALLEY 


Mr. Andre J. Dolbec, C.A., L.C.M.I., was the guest speaker at the 
sixth monthly meeting of the St. Maurice Valley Chapter, held at the 
Cascade Inn, Shawinigan Falls. His talk ‘Auditing Procedures in Govern- 
ment Accounts” was a very complete picture of all phases of Government 
Accounting. Mr. Dolbec stated that many were of the opinion that Govern- 
ment auditing procedure is a complicated affair but assured those presen: 
that Admiinstration in the Governcent field is as simple as any other 
business. 

The speaker was introduced by Mr. P. W. Wright, L.C.M.I., Secretary- 
Treasurer of Shawinigan Chemicals Ltd., and thanked by Dr. C. N. Crutch- 
field, Principal of Shawinigan Technical Institute. 


TORONTO 


The last regular Chapter meeting was held at the Oak Room, Union 
Station, on March 19th. The Dominion President, R. S. M. Ausman, R.IA., 
gave a very interesting report on the Society’s activities, referring parti- 
cularly to his visits in the various Chapters across Canada. Following 
Mr. Ausman’s report, the meeting was addressed by J. N. Allan, R.LA., 
Secretary-Manager, whose remarks, as usual, were received with interest 
and appreciation. It was a pleasure to welcome these gentlemen to the 
meeting. 

The guest speaker on this occasion was Mr. J. G. Davies, Secretary- 
Treasurer, N. Slater Company Limited, Hamilton, Ont., whose subject, 
“The Battle of the Bulge—Selling Prices Versus Cost’, provided plenty 
of scope for the thought-provoking address which was presented in an 
able and interesting manner. The appreciation and thanks of the members 
was expressed to Mr. Davies by H. M. Hetherington, R.I.A. 


VANCOUVER 


The regular monthly meeting of the Vancouver Chapter was held in 
the Hotel Georgia on Thursday, February 13th and addressed by Mr. John 
N. Babcock who chose as his subject “Conserving Property Through 


Insurance.” 
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Mr. Babcock, while of necessity limiting his speech to the general 
phases of insurance brought home to all of us that we must not fall into 
the habit of thinking that insurance is something we can go out and buy 
over the counter. He pointed out that each item of value should be 
carefully studied as to the risks involved and then a decision made as to 
whether we wish to carry these risks ourselves or share part or all of 
them with many by means of insurance. 

Mr. Barlow Tait, in his introduction of the Guest Speaker, pointed 
out that Mr. Babcock was well qualified to discuss this subject having spent 
all of his business career in the insurance business. His remarks were 
amply born out by the complete and interesting talk we received and Mr. 
Victor Feimann expressed the sentiments of all when he thanked Mr. 
Babcock. 

The next meeting was announced as being held on March 20th in the 
Hotel Georgia as usual, when the guest speaker will be Mr. George 
McPherson, Comptroller of Vivian Diesel Engineering. His subject will 
be “Cost Accounting Problems.” 


VICTORIA 


Our March Meeting was held on Wednesday the 19th of March. A 
number of guests attended the dinner and together with the members 
enjoyed a talk by Mr. J. A. Whan, Excise Tax Auditor for Vancouver Island. 

Mr. Whan’s vivid explanation of the workings of the ‘Sales’ and 
“Excise” Taxes proved of real interest and benefit to all. Before concluding 
the speaker emphasized the fact that he, as local representative of his De- 
partment, was at all times very willing to help tax payers with any Sales 
Tax problems submitted through his office. 


WINDSOR 


An Engineering Approach to the Operating Statement” was the subject 
of the address delivered by Mr. M. C. Coutts, B.A.Sc., R.ILA., to Windsor 
Chapter at the March meeting. Mr. Coutts stressed the fact that the 
statement very often shows a distorted picture of profits. He recommended 
that factory overhead be split into fixed and variable sections so that the 
fixed portion may be charged against operating costs monthly as incurred. 
Mr. Coutts augmented his talk with lantern slides and gave a very interesting 
and informative address. Following the discussion period the speaker was 
thanked by Jack Walsh. 
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By HAROLD BRICKER, C.G.A., R.LA. 4 
THE TREND; IN ACCOUNTING AND IN COST ACCOUNTING 


Is cost accounting in a professional RUT? ‘Accountancy’ reviewed a 
lecture on accounting by Mr. R. M. de Paula, O.B.E., F.C.A., at Oxford, 
England, last year, in which he commented on the rapid and extensive 
developments in directions not visualized by the founders of this young 
profession. He observed, “A$ regards our thinking, the profession de- 
veloped upon purely individualistic lines—In several important factors 
there developed, I submit, loose thinking, whereby we inter-mixed financial 
policy with basic principles. For this reason, in the valuation of assets, 
for example, accountants approved of material under-statements. The 
digging back of profits into a business is obviously a most sound financial 





policy and is one upon which most of our successful undertakings have 
been founded. But, this is purely a matter of financial policy, and is it 
necessary (he asks) to effect this by stealth?’’ This practice and the great 
lack of uniformity in the form of presentation of accounts has greatly 
puzzled the public and there have been many adverse critics. The rede- 
signing of the form of presentation of their accounts on the broad basis of 
making them as informative and easy to read as possible, was initiated by 
several public companies, when evidence of this condition was somewhat 
confirmed to the criitcs. 

In this new view toward accounting certain characteristics include: 

(1) The new consciousness that published accounts are not only the 
report of a static situation but also the description of operational results. 
In other words, the present statuory concentration on the balance sheet 
is seen to be mistaken, and emphasis is laid on the importance of the 
revenue account. 5 

(2) A definite decision of the old and long-drawn out battle of undis- 
closed reserves has been reached. 

(3) A growing conviction that the maintenance of continuity of ac- 
counting policy is perhaps more important than the policy itself, so long as 
the nature of the policy is made clear. 

Improvements are not developed by theorists but by practical men of 
affairs. Professional accountants and cost accountants should think out 
and build up an agreed code of basic principles. 

“The essence of professionalism ... lies in the holding in trust for 
society of a specialized technique and body of knowledge and the respon- 
sibility of those engaged in the profession is always to see that the knowl- 
edge and the techniques are developed for the common good and are 
neither polluted nor misused, even at cost to oneself.” 

The submission of information, especially by cost accountants, is com- 
mented on, in a recent edition of N.A.C.A. Bulletin, by John A. Handy, Jr., é 
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under the heading of “Salesmanship as an accounting tool’. A few of his 
interesting observations are worth reading with consideration. 

As trained technicians in our respective accounting fields, it is some- 
times difficult for us to appreciate the point of view of the other fellow, 
who is attempting to understand and use our figures and accounting data. 
This conclusion has come to the profession by the back door of the personnel 
and office management who are given the opportunity of viewing our work 
from both sides of the fence. 

Most of us, cost accountants, have been trained for years to analyze, 
scrutinize, reconcile, balance, build up, tear down, and reconstruct every- 
thing on a factual figure basis, resolving each detail to the last gnat’s eye- 
brow. But, what happens? Only too often, the bitter pangs of disap- 
pointment follow when, the top management fails to share our jubilation 
or appreciate the full import of our discovery. Yet, in our thinking, how 
many of us give serious thought or attention to how best to present, to sell 
our valuable findings to others in our organization who must use them 
as operating tools? 

To insure a better understanding and a greater acceptance of our work, 
we should not be afraid to use simple terms, which are meaningful to the 
layman who has to use our figures, and in terms which generally convey 
the thought we wish to convey, even though we may feel that we are 
technically incorrect. Let us not confound the operating people with a 
pyrotechnic display of our cost accounting vocabulary. So, let’s keep it 
simple and to the point. Even if we must say it represents the financial 
condition, in our opinion . . . ‘‘and according to books”. 


COST ACCOUNTING FOR FOOD PROCESSORS 


While it is often assumed that the canning industry is monopolized 
by the few large firms, it would surprise one, as well, to learn that there 
are many small canning concerns throughout our country. It might be 
assumed that the large companies have costs well organized and in a few 
cases even in line with the modern stream-lined trend. However, it might 
be of interest to the many smaller canners to read some of the points in 
the article in the N.A.C.A. Bulletin, by Wayne E. Mayhew. 

Canners who pack only one variety will have a packing season of a 
period as short as three weeks, and seldom longer than sixty days. These 
conditions apply to Canada, but in California, for example, only spinach 
is packed in March, followed by an idle period before the harvesting of 
asparagus, which is packed in April and May. Cherries are packed in 
June, apricots in July, peaches and pears in August, September, October 
and sometimes in November. Very little packing is done during the months 
of November, December, January, and February. 

This seasonal nature of the canning business creates a special cost 
accounting problem, particularly as to those elements of cost which must 
be computed on an annual basis. This condition is referréd to as “an- 
nualizing costs”. To be more specific in the general overhead accounts 
under the heading of “Superintendence and Indirect Labor’, one might find 
that they may represent approximately 15 per cent of the direct labor costs 
on an annual basis. Under intermittent operating conditions, superin- 
tendence and indirect labor must either be prepaid or accrued, in order to 
charge against the production of each variety the normal amount of these 


128 






art nate 





sit asntescteacicernt 





CURRENT LITERATURE DIGEST 


costs applicable to each variety in the period in which the variety is packed. 

It is necessary, of course, to make two estimates; one an estimate of 
the total dollar costs for the year, and the other an estimate of the total 
annual production. Where the operations cover a local territory, the 
number of varieties and the elements of indirect cost can be reliably esti- 
mated. Some of the factors which may be taken into consideration, in 
relation to the experience of the prior year, include, (1) price per ton plus 
the cost of acquisition, (2) case yield in terms of cases per ton, (3) grade 
yield. The definite costs of cans, shipping cases, labels, etc., are 
proportionate. 

Any cost system that does not enable the business man to determine 
the final grand total cost to make and sell each item does not serve a useful 
purpose. As soon as the packing season for a particular variety has been 
completed, the canner should then prepare a ‘‘seasonal” cost statement. In 
this statement all of the important direct elements of cost, such as direct 
labor, sugar, ingredients, and raw product are determined and inserted in 
the unit cost statement, these unit costs being the actual costs for the 
season. These seasonal unit cost statements will also contain certain 
“seasonal” elements of cost which represent estimated costs rather than 
actual costs. These estimates refer principally to the various elements of 
indirect costs which must be “annualized” as previously explained. 

As the canner’s pack increases in units and varieties, he must record 
and know the cost of every variety, style, can size, and grade. These 
classifications may lead to further costing, for example in the case of 
grading, there may be fancy, choice, standard, seconds, water or pie. These 
may be divided into can sizes, which with styles and grades could represent 
in a number of combinations as many as ninety separate items. Regardless of 
the items, depending on the size of the operation, cost “per unit’’ can be 
determined that will serve as a valuable control means. 

Total unit costs vary widely because of variations in efficiency. There 
is a vast difference between uniform costs, and uniform methods of cost 
determination. There is a wide variation in total costs of individual 
companies, reflecting efficiency or inefficiency as the case may be. That 
is the competitive factor in the canning industry and it is general policy 
never to publish the cost experience of an individual canner, even without 
his name. It so happens that the cost experience of the individual canner 
is not disclosed to anyone except himself. 

Some of the larger groups have in their associations published group 
average costs which are closely watched and have been used as valuable 
yardsticks, in the participating plants, for the measurement of efficiency. 
Without these yardsticks they are almost unable to discover the extent of 
their excessive costs. In comparison with the low average cost plants, the 
differences in terms of basic items total unbelievable amounts in dollars. 
Strange as it may seem, the greatest differences are not in the indirect 
elements of cost, such as factory burden and general overhead. They are 
found in direct labor (even though labor rates are the same) and also in 
raw product (even though the grower price per ton is the same). The 
greatest variation in efficiency is in the management of labor and in the 
utilization of the raw product. The latter directly affects the case yield 
and grade yield. 
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A Glimpse Into the Future of Our Society 


By KRIS A. MAPP, F.C.A., R.A. 


In speaking of our Society and the part it should play in the still 
unsettled world in which we are living, I want firstly to refer to our 
student body and the all important matter of education. A few weeks ago, 
I had the pleasure and privilege of attending a joint meeting of the Toronto 
Chapter and our students. To say that I enjoyed that meeting very much 
is expressing my feelings inadequately, for not only did I admire the manner 
in which our genial chairman presided over the meeting, not only did I 
have great regard for the able contribution made by the chairman of the 
student body, not only did I enjoy the address given by our good friend 
Frank Wood, but also I was thrilled in observing the students who were 
present and contempating the important part they are taking and will 
continue to take in the great forward movement of the activities of our 
Society. 

For many years, I took an active part in the educational programme 
and the policy of uniform examinations of the Dominion Association of 
Chartered Accountants and the Provincial Institutes, and in so doing, I 
devoted countless hours to the matter in hand. I use the word “countless” 
advisedly, for it came to the point where I was dreaming about it and 
those hours cannot be counted. 

And so I cannot let this opportunity pass without paying tribute to 
that splendid group of men who have given freely of their time and 
talents in formulating and bringing to fruition the educational programme 
of our Society. To them, everlasting credit. 

Now, I do not intend to take up your time on the subject of academic 
or technical education for I believe that is well in hand, though I caution 
you, we must not rest on our laurels in that respect. But rather, would I 
devote a few remarks on the prospective student and some aspects of prac- 
tical education. 

If one is to explore any subject and arrive at definite conclusions, 
one must of necessity ask questions and I venture to say if I were to put 
the question “What is Education?” to this enlightened audience, vitally 
interested as it is in education and particularly in its relationship to our 
students, doubtless, I would receive many divergent answers. But I think 
you will all agree with me when I say that educational work of any 
kind involves some acknowledgement of an aim, some plan of action, 
some judgment as to the means to be employed. 

I think we must all confess to difficulty in selecting young men suitable 
for qualifying for the coveted degree of R.I.A. in our Society. This is 
not unnatural, for those who come to us seeking employment differ so 
greatly in temperament, character, intelligence and personality. But, if 
we are to retain and improve the status of our society, then must we exercise 
still greater care in the selection of our candidates. This, in part, can be 
accomplished, I believe, in educating ourselves to become better judges of 
general ability, character and personality, and placing greater importance 
on educational standards required to qualify for training. 
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Of course, this will not overcome all our difficulties and we shall 
possibly always have the problem of students who prove disappointing, 
even though they commence under most auspicious circumstances and con- 
ditions. This may be on account of lack of interest, lack of adaptability, 
or it is conceivable that the fault may rest not with the student but rather 
with the employer. 

But whatever the cause, do we attempt to correct it? Do we face the 
issue or do we allow some students to continue indefinitely atempting to 
qualify for something for which they are eminently unfitted? I appreciate 
it is a difficult problem, but we must remember that the student of today 
is the R.I.A. of tomorrow and, as such, he will play his part in influencing 
the public to either give or withhold its confidence, its respect, its stamp 
of approval. I believe, then, the first essential in our policy of education 
is to satisfy ourselves that we are choosing the right type of young men to 
be educated, for as much depends on the human material we attempt to 
shape as on the devices through which we attempt to do the shaping. 

Now, what of practical education and, here again, I am not referring 
to academic or technical education. For a term of years, we have under 
our direction and influence young men who are striving for a definite 
objective. During that period at least, our students are seeking after 
knowledge and during that period, whether we admit it or not, we assume 
the role of teachers. We, by hypothesis, know the facts better than our 
students and our business, therefore, is to help them share our knowledge 
and to improve upon it. I do not intend to dwell longer on this phase, 
as I believe here we can lay claim to a reasonable measure of success. 

Let me then approach the question of education as the training of 
personality, for no matter how clever a man may be, no matter how much 
knowledge he has possessed himself of, this may in large measure be 
negated because of weakness of personality. Personality is an outward 
manifestation of something that grows from within. It does not of neces- 
sity mean the possession of additional faculties which are denied other 
people, but rather the possession and development of those powers in a 
manner that is differént from the majority of people. Do we, as a matter 
of fact, train our students as individual persons? 

If, on the other hand, we think of them as cogs in a wheel, if we 
regard them as essentially inferior to ourselves, we shall inevitably attempt 
to mould them solely according to our own ideas. But if we do so, we 
shall hinder and not help their progress towards true personality, for they 
will not be achieving value for themselves. Authority and discipline are 
necessary, I know, but they must always be means to the attainment of a 
higher end. 

I am sure we have all come in contact with students who have an in- 
satiable thirst for acquiring knowledge but who fail to make proper use of 
it after it is acquired. And so it behooves us to educate them in the 
social aspects of intelligent life, in communication with others, in self 
expression, in the interchange of ideas, in conversation, in writing—in other 
words, developing their individualism and personality. 

There is another aspect of student training, that of the development 
of sound judgment. Proficiency in accounting is largely a matter of ex- 
perience and judgment; the underlying theory of the science is not particu- 
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larly profound. The test comes when we attempt to apply the general 
fundamentals to the infinitely varied and complex situations found in the 
world of commerce. Factual information and accuracy in its procurement 
are essential, but its value is submerged unless with it is synchronized the 
development and training of the judgment. 

How best, then, can this be accomplished. The answer lies, I am 
satisfed, in challenging our students to think for themselves. With the 
excellent facilities made available to them for acquiring knowledge, it 
perhaps becomes easy for our students to accept facts without any attempt 
at analysis, but if they do so they are attaching no importance to the 
demands that will be made upon them in commercial or professional life 
for careful thinking and sound judgment under ever changing conditions. 

If, then, we can emphasize the necessity for careful analysis and 
thought in technical education, we have paved the way for the exercise 
of sound judgment in business. But our responsibility does not rest there. 
We must impress upon their minds that good guessing can never take 
the place of systematic and deliberate reasoning. 

We must make them realize that the solution of business problems 
not only calls for an orderly marshalling of facts, but, what is equally 
important, careful analysis and logical reasoning from such facts, the for- 
mation and establishing of effective conclusions and the exercise of sound 
judgment. 

If we accomplished nothing else, we shall have accomplished much 
if we succeed in teaching our students, to think. 

So much then, gentlemen, for my concept of certain aspects of 
student training. 

Now, what of our society? Its accomplishments in the past have 
been outstanding, but what do we see as we peer through the archways 
of the future? I realize full well that when one enters the realm of pre- 
diction one is on dangerous ground. Goodness knows we have been 
disappointed many times in the past, but, nevertheless, I believe it our 
duty to give careful consideration to the morrow, to the new era, to the 
type of world we are all seeking for, and the part we will play therein. 


For some years past, we have been living in a period of destruction 
of life and property and our all-absorbing interest was to crush once and 
for all the oppressor nations which set out to conquer and subjugate the 
whole world. Force was met with force and though the cost was high, 
the enemy was eventually brought to a realization that an entire disregard 
of all decent laws could never, never pay. 

But despite the re-current malady of war and despite the unrest and 
unsettlement which still prevails as an aftermath of the last world conflict, 
progress is still immortal and I believe today we have a new conception 
of our responsibilities. 

Instead of producing to destroy, we are now producing to build and 
maintain, and there will inevitably be a period of great activity, in industry, 
agriculture and commerce. Slums to be emptied and better houses to be 
built, more efficient motor cars to catch up on a production that was tem- 
porarily stopped, railway cars of lighter and stronger metals to replace 
those prematurely put out of commission by excessive use, radios, television, 
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household equipment, cheap aeroplanes, better diets. These are only a 
mere handful of the outlets for the new ideas and the new materials which 
have been developed as a result of the last war. 

Let us be sure then that we are playing our part of a society in the 
important plans now being made for post war reconstruction and in ex- 
panding the frontiers of a more abundant life for all. 

There are many problems which must be faced. Some of these are 
essentially of a domestic character, others affect countries with which 
Canada is closely related economically, and still others are international. 
Employment, education, retirement and sickness allowances, conservation 
and utilization of our natural resources, publicly financed construction pro- 
jects, relaxation of wartime controls, foreign trade, the adaptation of 
industry to peacetime production, trade barriers, tariffs. 

These are some of the problems to which we may usefully devote our 
attention. I am not one who believes that the solution of the problems 
of reconstruction is the sole responsibility of the Government. I would 
much rather like to think that every citizen in this Canada of ours has 
a part to play in varying degree. I would much rather incline to the 
view that every member of our Society has a contribution to make. 


I appreciate full well that it may not be possible for our Society to 
make recommendations to the proper authorities on all the problems I 
have referred to, but I am conscious of a definite responsibility that is 
ours with respect to certain problems to which I want to refer briefly. 


Firstly, let me deal with the Canadian taxation structure. The present 
income tax act is a series of annual legislative measures adopted to meet 
existing situations from time to time as they arise. The amendments have 
been made with little reference to the fundamental concept of the act and 
its general applicatien. The result of this series of irrelated enactments, 
designed to catch a multitude of individual problems instead of to provide 
one all-over taxing statute, is the present income war tax act which is in many 
instances inconsistent, inequitable and indeed incomprehensible. 

Having made this general statement, which I believe is generally 
accepted, then we should not be backward in making suggestions to the 
Government for improvements, and my first thought is that the act be 
rewritten as early as possible with a view to simplicity in form and equity 
in principle. 

Now this is a major undertaking and cannot be completed in a few 
months and so in the meantime there will undoubtedly be some amend- 
ments which are desirable in the public interest. But I believe that adequate 
time should be allowed for consideration of such proposed amendments. 


During the war years there developed an increasing tendency, due 
probably in large measure to extreme pressure of work in Parliament, to 
present important tax legislation at a late date when adequate study was 
not possible. While there may have been no alternative under the abnormal 
conditions that have obtained, it is considered that this practice is regret- 
table, since adequate study of such bills by appropriate Parliamentary 
commitees, by professional associations or societies, and by the public, 
would do much to prevent the adoption of faulty provisions which must 
be subsequently amended. 
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Now just for a few minutes, let us look at some phases of the act 
which require careful consideration and attention. 


INVENTORY VALUATION 


Sound accounting principles recognize several different methods of 
inventory valuation, each designed to meet a special type of operating 
condition. Up to the present time, the income tax division has officially 
recognized only the one basis of inventory valuation—the lower of cost or 
market price—but it is considered that this attitude is arbitrary and unfair 
to business which, under sound principles, should preferably adopt an alter- 
native basis. Accordingly, I think it only proper to suggest that all tax- 
payers be permitted to elect to adopt whatever accepted inventory valua- 
tion method is most appropriate to their type of business, provided however 
that such method is consistently adhered to. 


OBSOLESCENCE 

Obsolescence, like depreciation, is a normal operating expense ex- 
perienced by practically every manufacturing or operating company. While 
depreciation represents the loss of value of fixed assets by wear and tear, 
obsolescence is the loss of value of such assets occasioned by the develop- 
ment of improved processes or products. Industry is constantly making 
improvements which render useless or which decrease the value of existing 
machinery or equipment long before it is worn out, and if capital is not 
to be impaired, such losses must be made good out of operating profits. 
The factor of obsolescence is particularly important at the present time 
since extensive research is being carried on which will result in improved 
manufacturing methods. 

It is only reasonable to assume then that the act should be amended 
to provide an allowance for obsolescence by granting specific deductions 
under Section 5 of the act in accordance with regulations which would be 
published by the income tax authorities. 

I believe also that the entire matter of depreciation rates should be 
investigated by skilled persons competent to judge their adequacy in the 
light of present conditions. 

Now, gentlemen, I could continue mentioning other important matters 
such as: 

1. The necessity for designating the period with respect to expendi- 
tures on account of deferred maintenance. 

2. Double taxation of corporate income when earned by the corpora- 
tion and distributed to shareholders. 

3. The two per cent. additional tax applicable to consolidated returns. 

4. Assessment delays. 

5. The vexed question of ministerial discretions and so on. 

Suffice then to say, that as a Society the opportunity is ours to give 
thought to these important matters and be prepared to submit well-considered 
opinions, which I can assure you will receive the careful consideration of 
the Minister of Finance and the Minister of National Revenue. 

Now, gentlemen, let me revert for a few minutes to the Dominion 
Companies Act. You will recall that I said there have been no amend- 
ments to that act since 1935. In December of that year, at a Dominion- 
Provincial conference, the desirability of uniform company legislation was 
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discussed and an unanimous resolution was passed directing the Secretary 
of State to convene a joint committee of representatives of the Dominion 
and all the Provinces for the purpose of preparing a model act as a basis 
for uniform action. During the course of its deliberations this committee 
received representations from various interested persons and organizations, 
and in 1938 a preliminary draft was printed which, while not regarded 
as the final recommendations of the joint committee, represented in effect 
4 progress report on their work to date. The advent of war necessitated 
the discontinuance for the time being of the studies of the joint committee 
but doubtless this work will be resumed in the near future. 

And so, gentlemen, I know of no organization that should be more 
interested in the revision of the Companies Act than our Society, repre- 
sentative as it is of industry right across this country. 

There are many matters to be considered. I can do no more this 
evening than mention a few. 

Take the question of “Surplus”. Any general scrutiny of the balance 
sheets of Canadian companies will indicate a wide variety of uses of the 
word “‘surplus”. The subject has received a considerable amount of study 
both in Canada and the United States and there is a general feeling that 
changes in both legislation and practice are desirable to minimize the casual 
and often inaccurate usage of the word. 

The present act provides specifically for “capital surplus,” ‘‘distribut- 
able surplus’ and “earned surplus,” but ‘earned surplus” is nowhere defined 
and “capital surplus” is referred to oaly in Section 61 providing for the 
capitalization of surplus upon the redemption of preferred shares out of 
accumulated earnings. In addition to these terms, published balance sheets 
of Canadian corporations include “revaluation surplus,” “paid in surplus,” 
“contributed surplus” and, to designate a wide variety of items, the term 
“capital surplus. Indeed the latter seems to be the resting place for 
every balance sheet credit item which has no other place to go. 


So you see, gentlemen, the whole matter needs revamping. It might 
be well to get down to two classes of surplus, properly defined by statute, 
firstly earned surplus and secondly, contributed surplus. 


Other provision of the act that might receive your consideration are: 
The share capital provisions. 

Dividends. 

Speculation in the shares of the company by a director. 
Remuneration paid to directors. 

Accounting records. 

The prospectus provisions and so on. 


AWRe ne 


Then there is the necessity of securing uniformity in the company 
legislation of the Dominion and the Provinces. The arguments in favor 
of this are too well known to need repetition. Since the present act came 
into force, the degree of difference between the Dominion and the Pro- 
vincial statutes has been greater than previously existed, and there is today 
a noticeable tendency to prefer, other things being equal, to seek incor- 
poration under the statute, which imposes the smallest number of controls 
and restrictions. In my opinion, there is nothing unnatural or sinister in 
this preference for provincial incorporation, but I think we wholeheartedly 
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subscribe to the principle that there should be a uniform standard through- 
out Canada. 

Now, gentlemen, these are important undertakings but if every mem- 
ber of our Society accepts his share of responsibility we will help to 
establish a nation-wide consciousness of the contribution we must individu- 
ally make in our various capacities if this country of ours, yes indeed, if 
this world is to be made a better, a more economically sound place to 
live in. 

And in conclusion, I am reminded of a few words that I used in a 
talk that I gave during the last war. I said this: 

“The emergency of war has undoubtedly dissipated innumerable inertias, 
but never let us forget that 

Inertia caused us to stand idly by while the Japanese overran 
Manchuria and China. 

Inertia permitted Mussolini to pillage and rape Ethiopia. 

Inertia caused us to allow Hitler to overthrow Austria and Czecho- 
slovakia. 

Inertia caused the United Nations to be practically unarmed when 
brought face to face with Hitler in 1939. And if we are not 
ever on guard, inertia will once again rear its ugly head, and 
certain is it that it will be skulking around the corner in one 
form or another when the time comes to act around the peace 
table.”’ 

How true those latter words have turned out to be. And so I say, 
gentlemen, never let inertia creep into our Society. Let us always be in 
the vanguard—never let us play a rearguard action. 

But I am happy in the knowledge that as a united Society with 
members extending from the Maritime Provinces, through the Provinces 
of Quebec, Ontario, Manitoba, Saskatchewan, Alberta, right through to 
the beautiful Province of British Columbia we will stand shoulder to 
shoulder, as we did during the last deadly struggle, and in so doing we 
will place our services and our knowledge at the disposal of the Govern- 
ment to be used in a manner that will best serve the interests of our 
country, the interests of our worthy and distinguished Allies, yes, indeed, 
the interests of the British Empire. 





Position Wanted 


CHARTERED ACCOUNTANT, age 28, presently employed by a 
prominent accounting firm is desirous of becoming established with a 
commercial, industrial or manufacturing concern where opportunity of 


advancement is present. 


Reply in confidence to Box No. 6, c/o Cost and Management, 66 
King St. E., Hamilton, Ontario. 
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The Battle of the Bulge—Selling Prices 
Versus Costs 


An Address to the Hamilton Chapter, Society of Industrial 
and Cost Accountants 


By JULIAN G. DAVIES, Treasurer of N. Slater Co,, Ltd., 
Hamilton, Ontario 


Most of us realize that the greatest battle in all history of business 
is now under way, the battle to keep steadily advancing costs from breaking 
all bounds. This battle, unlike that other “Battle of the Bulge’ which 
signalled the approaching defeat of a once-powerful enemy, will not be 
over in a very few weeks—it will Jast for several years, and will eventually 
result, as most other battles do, in the survival of the fittest in each line 


of business. 


INTENSE COMPETITION IN BUSINESS 


The spearpoint of advancing costs just now is wages, and we will 
agree that wages are throwing a great deal of weight into the fray. Soon, 
an even more potent weapon, Competition, will come within range. That 
is the factor which will try the metal of all of us. That is the factor 
which, in the years immediately ahead, will emphasize, as nothing else 
could, the importance to Management of the alert, imaginative Cost, Pro- 
duction, and Purchasing Departments. 

We had a measure of Competition before the war, and usually it 
called forth the best efforts of all of us to keep our business enterprises 
functioning properly and profitably. We all realize, I believe, that with 
the enormously increased producing facilities of this country and the United 
States, and with production in other countries gradually returning to 
normal, anything we have previously experienced in the way of Competition 
will pale into insignificance compared with what will shortly confront us. 
That being so, it is time for those Three Musketeers of Management, Costs, 
Production and Purchasing, to gird their loins and prepare to enter a fray 
which will call forth the very best we possess in imagination, initiative, 
and the will to succeed. In doing so, the stature of our respective functions 
will be enormously enhanced in the eyes of Top Management. 


THE PURCHASING FUNCTION 

Because most of my business life has been devoted mainly to Pur- 
chasing, I will refer to that function frequently. Throughout industry, 
the cost of raw materials averages close to 50% of all costs, so it is obvious 
that the activities of the Purchasing Department are a vital factor in the 
over-all cost picture. Some of us have been slow to realize the community 
of interest which exists between the Cost and Purchasing Departments. 
Working together as a team should, they can be of tremendous assistance, 
and may well prove the salvation of Management in the years ahead. 

Back around the turn of the century, and for some years thereafter, 
the effectiveness of the Director of Purchases was measured by his ability 
to procure materials at more and more favorable prices. More recently, 
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it was realized that, in many cases, materials particularly well adapted 
for our purposes could warrant higher prices, and result in lower manu- 
facturing costs. ‘“Tailor-made’’ materials could be purchased economically 
at higher prices, if their suitability resulted in a smaller percentage of 
rejects, lower manufacturing costs, or a finished product which, by reason 
of its appearance or customer appeal, could capture a larger percentage 
of the available market. The result has been that the so-called “price 
buyer,” so disparaged by the sales fraternity, has been relegated to the 
background, and the buyer who fixes his professional eye on the lodestar 
of company profits, with the Cost Department as his compass in directing 
his course, has come to the front. 

There has been times when that compass has not proved as accurate 
as it might. As one instance of hundreds, take the item of brass castings. 
There can be a wide variation in their quality, which the eye alone fre- 
quently cannot detect. Castings from one supplier may be of excellent 
machining grade, while those from another might have blow-holes or gas 
pockets which are not detected until several stages of machining have been 
put on them, and then they are scrapped. Unless accurate costs are kept 
as to the amount of work actually put on the rejected castings, and the 
correct number of rejects charged with that cost, in addition to the original 
laid-down cost and previous handling charges, the total cost can be deceptive, 
and prove an inaccurate indicator to the buyer as to the desirability of the 
supplier’s product. 

Too often, not all of such irregular costs are charged against the 
job, where they would stand out Jike a handaged finger, but are tossed 
into that catch-all of operating costs, “factory burden,” as being more 
convenient for the purposes of the foreman, whose main concern, after 
all, is to “get the stuff out,” and to whom the time-consuming procedure 
for arriving at accurate costs are sometimes the proverbial ‘pain in the 
neck.” 


SUB-CONTRACTING IN INDUSTRY 


One of the many practices adopted during wartime which will carry 
over into peacetime business, is that of sub-contracting, although admittedly 
there are usually arguments for and against it. Usually, a factual com- 
parison of costs (our own against those of our prospective supplier), 
will be given particular emphasis, yet conditions in our own plant at a 
given time will also have an important bearing on its advisability. If our 
plant is crowded with work in process, and we have a large backlog of 
unfilled orders, we will be more favorably inclined to contract outside 
for some of our components. In periods of slackness, on the other hand, 
we will often prefer to do the work ourselves, to prevent layoff of men 
and machines, and to help with our overhead charges, if the cost of doing 
so is not too expensive. 

Perhaps in no phase of present-day manufacturing is there more need 
for a close liaison between Costs and Purchasing than in this matter of 
sub-contracting. A Purchasing Department with the requisite know-how 
of the manufacturing facilities and abilities of suppliers, fortified by com- 
plete and accurate cost information, can work wonders in peacetime as 
in war, in assisting toward ever-increasing economy of operation. 

Take the factor of Supervision, as one of several. We often use a 
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percentage of direct labor to provide for cost of supervision, and other 
overhead charges, yet in comparing outside costs with those of our own 
factory, this may lead us into error. The actual cost of supervision on 
the particular job we contemplate farming out may vary considerably from 
the cost of supervision applying to our entire production. If we require 
a TRUE comparison, and we certainly do, ACTUAL costs of all incidentals 
should be carefully determined, and used. 

Too often, we make individual parts in our factory because some 
production man takes a particular interest, even a false pride, in con- 
tinuing to produce certain parts which might better be made outside. Such 
things as dowels, pins, standard bearings, bushings, and a thousand other 
things, are usually made more economically by specialists, and might well 
be purchased ready to assemble. 


THE PURCHASE ENGINEER 


Another of the newer developments produced by the war, is the 
official known as the Purchase Engineer, whose chief function, like yours 
and mine, is the reduction of manufacturing costs. This officer reports 
to, and his efforts are directed by, the chief procurement officer of the 
company. Shop drawings sent out with requests for quotations are not 
always completely understood by a prospective supplier who has not pre- 
viously made the product. Resulting bids either contain an added percentage 
for error or additional costs necessary to gain the “know how” for economical 
production, or they may represent a figure which would result in a loss 
to the seller. Either of these would be bad. 

The Purchase Engineer goes into a huddle with the vendor's production 
man, explains just what is required, makes suggestions as to tool set-up, 
the most economical sizes of materials to use, how to cut certain corners 
in production or assembly, and often brings home a more satisfactory bid 
than could ever have resulted from throwing the whole burden of respon- 
sibility on the seller to quote as best he can with information which is 
not always adequate for his purpose. When the order is actually placed, 
he works with the supplier’s production department, to see that the material 
is turned out according to specification and schedule. He is naturally 
observant, and his impressions as to the supplier's equipment, whether 
modern or obsolete, and his interpretation of the general atmosphere of 
the outfit, particularly as it pertains to the labor situation, can all be of 
the utmost importance. 


LOWER COSTS THROUGH STANDARDIZATION 
AND SIMPLIFICATION 

One of the foremost avenues leading to lower costs has materialized 
as a direct result of the war, and bears the signpost ‘Simplification and 
Standardization.” We have read recently that the difference in the shape 
and style of the threads of bolts and screws used in British and American 
products, added no less than 100 millions of dollars to the cost of the 
Allied war effort. Before this war, and growing largely out of the 
depression years, suppliers would undertake to produce almost anything 
the mind of the buyer, or the members of his engineering and production 
staffs, could conceive of, in their anxiety to get orders. Under the stinging 
whiplash of war, we were forced to effect an enormous reduction in the 
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number and varieties, sizes, and colors, of a wide range of articles required 
by the consumer. Most lines of manufacture have been affected, but let 
us consider just one of them, the steel bolts and screws I have mentioned. 


A range of 1,170 sizes and styles of steel varies, machine, and lag 
bolts used in 1939, have been reduced to 380 in wartime; slothead wood 
screws from 540 to 225; stove bolts from 364 to 200; machine screws from 
1,224 to 569, and standard rivets from 178 to 65. 


in simplification of design, take one item of many which comes to 
mind, a self-aligning pulley and bracket. After carefully analyzing require- 
ments, and eliminating the non-essential features, the weight of material 
required was reduced by 55%, while the TOTAL COST of the completed 
article was reduced by no less than 85%, with little or no reduction in the 
actual utility of the article. 

A natural urge for individuality may have prompted the desire to 
specify something different from the standard article in everyday use. We 
like to show that we are capable of devising something ourselves, so we 
proceed to do so, regardless of the fact that our deviating from standard 
practice often makes it more difficult to obtain our special material or 
article, with consequent delay, and is bound to increase the cost of pro- 
duction. Of course, if our new development will replace something which 
has been in general use, and do a better job at lower cost, our idea may 
well be worth while, but in the past, far too many innovations have merely 
added to a line of goods which was already more extensive than was 
economically sound. 

Think, for a moment, of the time and money saved in the cost of 
setting up and dismantling dies and machinery, and of cost of equipment 
saved, through the elimination of 68% of the sizes and styles of bolts, 
68% of wood screws, 45% of stove bolts, 50% of machine screws and 
60% of rivets. Similar cost reductions were made in many other lines of 
production. Smaller dollar value of inventories are needed; less money 
is tied up in new stocks and repair parts, increased turnover per dollar 
of investment, and the concentration of greater sales effort on fewer items. 
These are direct savings in the cost of production and distribution, but 
not always do our present-day cost systems bring them to the attention 
of Management. 

It would be difficult to name any field of activity in which Cost 
Accountants, Engineers, and Management generally, can make a greater 
contribution toward postwar prosperity than by keeping prominently in 
mind, not only the need for maintaining our present level of simplification, 
but by seeking to influence those in our own organizations and elsewhere, 
in keeping the range of varieties of all our requirements and of our products, 
at an economic minimum. This will require constant vigilance; it will be 
all too easy to slide back into the old expensive methods. Under the 
twin banners of “Standardization” and “Simplification we performed 
miracles of production and lowered costs in wartime. Let us try to keep 
those banners nailed to the masthead of business during the years of 


peace which, we hope, lie ahead. 
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THE BATTLE OF THE BULGE—SELLING PRICES VERSUS COSTS 
REDUCTION IN INVENTORY VALUES 


It is true that inventories appear on our balance sheets as current 
assets, yet it would be the part of wisdom to look on them more as a 
liability until they are worked up into the finished product, actually sold, 
and paid for. With more stability in wage rates, more emphasis will be 
placed on the rate of turnover of inventories, rather than on their dollar 
value. Here again, wartime experiences will contribute to lower peace- 
time costs. The practice of using the supplier and his facilities as, in effect, 
another department of our production plant, will become ever more popular 
as the scarcity of materials subsides. Then we will again schedule our 
placing of orders for materials, their receipt and delivery directly at our 
production machines, their conversion and shipment, without carrying in 
stock anything beyond the barest ‘‘safety’ stock. Thus, handling and 
storage, insurance, and other expenses, are greatly reduced, or eliminated 
altogether. Profits, in most cases, are produced largely through the rapid 
turnover of money, and the smaller the amount of money tied up in in- 
ventory, the more quickly our working capital may be expected to revolve, 
with corresponding acceleration in the accumulation of profits. The cost 
of carrying inventory may well spell the difference between net profit and 
loss in the period of stiff competition which lies ahead. Both the Cost 
and Purchase Departments should keep that thought uppermost in mind. 


INFLUENCE OF DESIGNING AND ENGINEERING ON COSTS 


An impression gained from many discussions with Purchasing men 
leads to the belief that closer co-operation between the Designing and 
Engineering Departments on the one hand, and the Cost and Purchasing 
Departments on the other, might be highly beneficial from the standpoint 
of cost reduction. It is no rarity in business for Design and Engineering 
to develop an appliance without proper consultation with Cost and Pur- 
chasing as to the ready availability of the exact sizes, grades, colors, etc., 
of the materials which are to be incorporated into the new product. 

In our own business, I have in mind an article which required steel 
bars 13%" x 3%”. Our catalogue showed than an important part of the 
article was to be made from that size of steel, so that is what it MUST 
be made from. There was an extremely limited demand for that size of 
bar, so not all the mills rolled it. The quantities we required were too 
small to, warrant a special rolling, so in order to get it, we had to order 
far more than we actually needed. Usually a large surplus was carried 
in stock, with incidental added expense. Steel warehouses did not stock 
it, because of the extremely limited demand. If the designers had specified 
a section 1%" or 1%" by %", or 134” by %" or %”, any of those sizes 
could be procured promptly from the mills, or picked up from stock from 
any steel warehouse. Had the Purchasing Department been consulted before 
the 13%” x 3%” size had been decided upon by our Engineering people, 
our cost of producing that article would have been greatly reduced. The 
point to be emphasized here is that the added costs involved were not of 
a nature which showed up in our cost figure for that article, because, 
among other things, they included extra time of our Purchasing Department 
in trying to obtain the specified materials, and the expense of carrying 
much of the steel in stock for prolonged periods. If our figures are to 
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reflect actual costs, such expenses should be included. Further, if the 
additional cost could be ascertained, and charged to the Engineering De- 
partment, it would emphasize to them, and to Management, the need for 
closer collaboration between Engineering, Costs, and Purchasing, so that 
such drags on profits might be reduced to a minimum. 


PROMPT TRANSMISSION OF PRICE-CHANGE INFORMATION 


It is often apparent that the procedure by which information regarding 
changes in the prices of materials and supplies are communicated by the 
Purchasing Department to the Cost and Sales Departments could well be 
improved upon. Not only actual, but even prospective changes in prices 
which come to the attention of the Purchasing Department should be 
communicated immediately to the Cost and Sales Departments, so they 
might be incorporated without delay in estimates on new work for which 
the company is tendering. A lower price for materials which has recently 
been announced, or is fairly certain of being announced soon, could 
easily influence the placing of the business with our company. Similarly, 
advance information of increased prices of materials, reflected in our 
tenders, could be expected to protect our profit margin, if the tenders are 
successful. True, the increased price of materials might result in our 
losing the business, but wouldn’t that be better than getting the order 
based on prices that were lower than we were forced to pay when we 
actually went out to buy the materia! to fill the order? The present prac- 
tice of quoting prices on an “at time of shipment” basis is so unpopular 
that it cannot be expected to prevail for any length of time after a greater 
degree of business stability is reached. 


NEW FIELDS FOR COST ENGINEERING 


For many years now, intensive time study is an altar before which 
we have worshipped. We have, and will continue to concentrate on lopping 
off an operation here, a few seconds there, but I suggest to you that there 
are many other grand opportunities for reducing costs in manufacturing 
which you Cost Accountants and Engineers may well seize upon, because 
they have not received the consideration from others which I believe their 
importance warrants. Very soon now, complaints against the high cost 
of distribution will again reverberate throughout the land, as they did 
periodically before the war. I haven't the answer to them, nor do I know 
of anyone who has, but I do believe that no business group is more compe- 
tent than you are, by reason of your past experience, your natural inclina- 
tion, and your well-proven ability, to seize firm hold of this problem, 
and try to reach a solution. By so widening your sphere of activity and 
influence, a corresponding growth in your professional status in the eyes 
of Management should result. 


THE IMPORTANCE OF CANADIAN EXPORT BUSINESS 


We all know that before the war no country of the world, unless 
it was Britain, was more dependent on export business than was Canada. 
In those days, agricultural products comprised much of our export business. 
With the tremendous expansion of our manufacturing facilities during the 
war years, it is apparent today that we must export manufactured goods 
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to a far greater extent than before the war, if we are to maintain anything 
like the standard of living to which we have accustomed ourselves. 

How can we achieve and maintain a satisfactory volume of export 
business? How are our Canadian factories to meet the strenuous com- 
petition of countries with far lower standards of living and wage scales 
than our own? How are we to take up the slack caused by the prospective 
abrogation of the inter-empire trade agreements which were the basis of 
much of our export business in the prewar years? With the likelihood of 
lower custom tariffs throughout the world, including Canada, how can 
we maintain our markets in our own country against imports from pro- 
ducing countries with lower scales of wages, living conditions, and selling 
prices? And let us not forget that we MUST import a dollar's worth of 
goods, manufactured or raw, for every dollar's worth we export, if our 
foreign trade is to continue, and our loans to other countries repaid, and 
not turn out to be gifts. 


THE GREAT CHALLENGE TO COST PEOPLE 

In that situation, we find the really serious implications of ever- 
increasing scales of wages. Our union friends emphasize the desirability 
of higher wages and shorter hours, yet I have never heard a suggestion 
from them that increased production should accompany the higher wages. 
We all know that the reverse is the case. ‘More pay for less work” in 
this Canada of ours can produce only one result eventually, and that is a 
depression the extent of which, if we allow ourselves to dwell upon it, 
literally staggers the imagination. I know of only one thing which will 
permit us to escape the dire results of our present course, and that is a 
continuing full measure of cost reduction, not only in the Production 
Department, but even more, throughout all of our business activities, 
which will offset the higher prices. Therein, it seems to me, lies today’s 
challenge, and unprecedented opportunity, for all Cost men, a challenge 
which if adequately met, will increase tremendously the status of Cost people 
in the eyes of Management. 


HOW TO MEET THE CHALLENGE 


No single course of action will suffice to meet this challenge. It will 
not be easy. Among my suggestions would be: 

(1) The devising of means, and the incorporation of those means into 
our regular Cost procedure, whereby more and more of those hidden 
expenses, now tossed into “overhead” or “burden,” can be dragged out 
into the open, so that critical examination can be focussed on them by Top 
Management. 

(2) The widening more and more of the recognized sphere of influence 
of Cost Accountants and Cost Engineers, so that excessive costs inherent 
in other than distinctly Production acitvities may be scrutinized just as 
carefully as Production costs are now. 

(3) The constant encouragement by all concerned of the value of closer 
and more sympathetic relations between Cost personnel on the one hand, 
and Purchasing, Designing, Engineering and Production people on the other. 

(4) The vital importance of you individually, and to your profession 
as a whole, of the desirability of cultvating what has sometimes been 
referred to as Public Relations, but which means the gradual and continuous 
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elevation of the value of your work in the eyes of Management. I am not 
conversant with what has already been accomplished along that line, but 
I do feel that much more can be done to impress upon Management a 
proper understanding of the immensely valuable part which you can, should, 
and eventually WILL play in helping to keep our Canadian economy, and 
our individual corporations, from foundering on the rocks of high costs. 
If there is any more worthwhile objective in business today, I don’t know 
what it can be. 
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Standards of Disclosure in Annual Financial 


Statements 
By KRIS A. MAPP, F.C.A., R.LA. 


For some years past, much of our time has been taken up with such 
matters as standard profit claims, settlement of important tax problems, 
renegotiation of war contracts with its attendant tribulations, special depre- 
ciation, price ceilings, salary and wage controls, but now that, at least, 
some of these problems are behind us, we must give renewed consideration 
to the matter which are the foundation of our profession, namely, accounting 
and its allied subjects. 

Accounting is not static. It has changed in the past and will continue 
to adapt itself to changing conditions in the future. Balance sheets and 
profit and loss accounts in war time have been estimates to a much greater 
extent than previously. Sometimes it has not been possible to take 
physical inventories; the allowable costs and rate of profit on war con- 
tracts have not been settled; tax problems are still pending and so on. In 
fact directors of companies might have been excused if they had simply 
reported to their shareholders that the balance sheet was the best ‘guess’ 
which could be made in the circumstances. Also there sometimes existed 
a certain careless feeling, “Oh well, in any event the company can only 
keep 70% of the standard profits at the most, apart from its refundable 
portion of excess profit tax, so what does it really matter.” 

Now that those days are practically over, it is time to give serious con- 
sideration to the presentation of financial statements and to ask ourselves 
if what we are doing cannot be improved upon. 

The increasing size of public companies, which tend to become owned 
by a large number of small shareholders and which are a major factor in 
the country’s economy, makes it imperative that there should be a better 
understanding of the financial conditions and financial results of such 
companies. The lack of knowledge concerning the reasons for the his- 
torical conventions in accountancy and the misunderstanding regarding the 
scope of auditing, have brought about a situation in which, it is suggested, 
the public at large have become confused. Such a situation leads to 
suspicion and distrust and is then often followed, as we have seen in the 
United States, by the adoption of a great number of rules and regulations, 
many of which might not have been necessary if it had been made possible 
in the first place for the public to understand more from the traditional 
form of financial statements. I believe that management of industry would 
welcome the disappearance of many of the conventions and the adoption 
of a set of financial statements that would be more intelligible to the 
public at large. 

Let us visualize for a moment the published profit and loss accounts 
of many Canadian companies. True they have complied with the minimum 
requirements of company law but they fail to give all interested parties a 
proper digest of the results for the year. I consider it expedient for man- 
agement to show how much each of the partners in the enterprise—labour, 
the State and the shareholders—received out of the available sales dollar. 
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To give this information, it is necessary to restate the profit and loss state- 
ment replacing cost of sales with its major elements. If private enterprise 
is to survive, there must be a greater degree of frankness by disclosing 
information of this character and such a trend is all to the good. It cer- 
tainly is a good way of demonstrating what a small segment is left over 
for the shareholder, and does much to eliminate some of the misconceptions 
held by some people in this respect. 

Therefore, I suggest to you the following information which should 
be set out in the annual profit and loss statement: 

SALES— 

I know that there might be considerable objection to the suggestion 
that sales be disclosed, on the worn-out grounds that such infor- 
mation might provide ammunition to competitors—a reason which 
has been grossly overemphasized. But the trend of sales volume 
is a basic indication of the progress or otherwise of a company, 
and the shareholders are entitled to know in which way the trend 
is going. 

Then following: 

Cost of materials or other products. 

Wages and bonuses. 

Other manufacturing costs. 

Provision for depreciation, obsolescence or depletion. 

Selling, general and administrative expenses. 

Interest on funded debt. 

Income from investments. 

Profits and losses on sales of securities of capital assets. 

Taxes on income, and finally the 

Profit or loss for the period. 
And, additionally, if during the fiscal period in respect of which ac- 
counts are submitted, there has been any important change in the com- 
pany’s accounting procedures which has had a material effect on the profits 
or losses as reported, the nature of the change, and, if practicable, the 
effect on the results for the year, should be disclosed. 

So much then for the profit and loss statement, but let us take a 
glance at the balance sheet. , 

There have been no developments in Canada of any importance in 
connection with the requirements of the annual statements of companies 
since the Dominion Companies Act in 1934, with some amendments in 
1935. At that time they were considered to be a great improvement over 
what had previously been necessary, but I submit that these requirements 
are distinctly outmoded and require considerable change to meet present 
day thought as to the extent of disclosure required to which I will 
refer later. 

Those of us who have some knowledge of financial statements of 
companies in the United States have an admiration on the one hand for 
the strict requirements of the Securities Exchange Commission coupled 
with a certain amount of perplexity on the other. The preparation of data 
required under Regulation $.X. in support of a company’s annual state- 
ment it itself formidable but pales into insignificance compared with the 
comprehensive information required in connection with Form S.1 covering 
a registration statement for the issue of securities. The voluminous notes 
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appended to an annual financial statement “which should be read as an 
integral part thereof” sometimes numbering two or three full pages of 
printed matter, appear to be based on the assumption that every share- 
holder is an expert accountant and: fully capable of understanding the 
complicated phraseology sometimes used. 

I doubt sometimes whether good accountants can understand them. 
That form of presentation sets a high standard in requirements, but fails 
in clarity and in a measure of simplicity suitable for the ordinary mind. 
However, the general form of presentation of annual financial statements 
in the United States has many commendable features—in many respects 
vastly superior to the usual form in Canada, and we would do well to 
adopt some of them. 


Let us now turn our faces to the British Isles, and see what develop- 
ments in the presentation of financial statements are taking place there. 


The requirements as to the contents of a balance sheet in Great 
Britain are set forth in the Companies Act of 1929 and are considerably 
more limited in scope than those of our own Companies Act of 1934. The 
requirements of the profit and loss are noticeably absent—except that it has 
to be laid on the table at the general meeting—but no indication is given 
as to the information it should contain. 


Recognizing the need for a thorough revision of the Companies Act, 
even in the stress of war the British Government appointed in June, 1943, 
a committee to report what major changes were necessary. The committee 
was comprised of thirteen members, representative of the legal and ac- 
counting profession, together with bankers and business men and was 
presided over by Mr. Justice Cohen. 

The report which it has made to the President of the Board of 
Trade contains some far-reaching recommendations regarding the form and 
content of annual accounts. The President of the Board of Trade has 
announced its acceptance by the Government, and doubtless it will be 
adopted substantially in an Act of Parliament. 

While the provisions of our Companies Act of 1934 left the Companies 
Act of 1929 in England somewhat outmoded, the shoe is on the other foot 
and we seem to be now a long way behind. The recommendations of the 
Cohen report indicate a radical departure from the meagre provisions of 
the Act of 1929. The time at my disposal being limited, I will do no 
more than indicate some of the main changes. 


In general the balance sheet to be produced provides for essentially 
the same information called for by our Companies Act of 1934. However, 
it does call for the disclosure on the balance sheet of contingent reserves, 
general reserves and other free reserves except where the Board of Trade 
is satished that disclosure of the amount of such reserves would be pre- 
judicial to the company’s interest—but in any event the existence of such 
reserves must be disclosed. The days of secret reserves would appear to 
be about over, and it would seem that the words of the student to the 
examiner that “secret reserves should always be disclosed on the balance 
sheet” are about to be fulfilled. 


Comparative figures for the immediate preceding balance sheet are 
to be given. 
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A consolidated balance sheet is to be presented in addition to the 
balance sheet on the holding company. If it is impracticable or misleading 
in the opinion of the directors to include in the consolidated accounts 
chose of any subsidiary, then reasons therefor must be given. In such event, 
information of the holding company’s share of the profit for the year and 
its proportion of the earned surplus since acquisition must be stated. There 
has, indeed, been a definite swing in favour of consolidated accounts, 
having in mind some criticism of such accounts in the past, but in addition 
the dignity and undoubted usefulness of the “holding” company’s balance 
sheet is to be preserved. 

As distinct from the silence on the contents of the profit and loss 
account to which I have made reference, the Cohen report has much to 
say about it—indeed it lists seventeen items which with comparative figures 
for the previous year, are to be given, and in addition a consolidated profit 
and loss account, drawn up in the same manner as the accounts of the 
holding company must be presented. 

To my mind, however, the most important provision is that adopted 
from the United States practice by requiring that where a material change 
is made in the basis on which the profit and loss account or any item 
therein is calculated that attention shall be called to the change and to 
the effect therof by way of a footnote on the account. The account must 
also disclose any extraneous or non-recurrent transaction or transactions 
of an exceptional nature. 

Now in my remarks, gentlemen, on the form of financial statements in 
the United States and the form to be adopted in Great Britain, there is, 
I hope, sufficient indication that there is considerable room for improve- 
ment in our practice here in Canada. 

I do not propose to delve into the matter in greater detail, but | 
think it should be clearly understood by all of us that any companies act 
only sets forth the minimum requirements of financial statements and 
mere compliance with its provisions does not necessarily mean that the 
resulting balance sheet “represents a true and correct view of the state 
of a company’s affairs.” It is necessary on many occasions to go far beyond 
the meagre provisions of any legislation to afford adequate disclosure to 
the shareholders. ; 

In the representations made by the Institute of Chartered Accountants 
of England to the Cohen committee, he following noteworthy enunciation 
of principle on this point appears: 

It said this: 

“This Institute is in favour of the maximum practicable disclosure 
of information on annual accounts and suggests that any recom- 
mendations which the Committee may make for the amendment 
of the existing law should not be in such terms as to encourage 
directors of companies to furnish only the minimum of information 
prescribed or to be prescribed by Parliament or to discourage 
initiative in devising new and better methods of presenting ac- 
counting information.” 

And so I repeat, gentlemen, that accounting is not static and we must 
keep abreast of changing conditions. To accomplish this, we must not 
reflect too much on the past, but we must give proper consideration to 
the future. 
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Profits are made of 


many things. Sound 
selling policy is one. 


Efficiency in buying is 
another Service to customers is still another. 

One of the most important of the many 
things which profits are made of is a factor 
which businessmén often overlook. That is the 
efficiency of the method used to handle trans 
actions < keep records. 

A smoothly functioning accounting depart 
ment and satisfactory profits go  hand-in 
hand. That's why it pays to have a_ thor 
ough check made of your methods of handling 





money and records. In this way you can be 
sure of full operational efficiency and lowest 
possible overhead. E 

‘our local National representative will be 
glad to make such a check for you. He will 
study your methods of handling transactions 
and keeping records on the sales floor and 
then recommend the type of cash register 





system designed to help you gain maximum 
efficiency. He will demonstrate the cash 
registers that will help you speed service to 
customers and generally reduce your overhead. 


In your bookkeeping operations er 
accounts receivable, accounts payable, — sales 
audit, paybill desk, payroll he will show 
you how the National accounting and_ book- 
keeping machines will help you _ increase 
efficiency and keep better records. 

It will pay you to get your National repre- 
sentative’s recommendations on a new cash 


register now. It will help you build a bigger, 
more profitable business 


Call your local National representative or 
write The National Cash Register Company 
of Canada Limited. Head Office, Toronto. 


Sales Offices in principal cities. 
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|« STUDENT SECTION 


COST ACCOUNTING 
Comments by Mr. A. VAN HARRIS, C.A. 





Section 1 

On December 31, the trial balance of the Callahan Company's Stores 
Ledger showed in one of its accounts 963 articles on hand, the value of 
which, on an average cost basis, was $2,889. A physical inventory at that 
time showed 946 articles to be on hand. 

(a) What adjustment, if any, should be made in the stores ledger and 

in the general ledger? 
Assuming that the market price of materials at that date was 10 
per cent lower than the average value carried on the books, state 
two methods of valuing the inventory on the balance sheet with- 
out adjusting the ledger accounts. 

(c) Assuming that the condition stated in (b) will exist for a con- 
siderable time, what adjustments should be made on the books of 
the company? 

(d) Assuming that the condition stated in (b) exists at the date stated, 
but that market prices may be expected to increase 20 per cent 
shorly after the first of the year, what would be the accounting 
treatment required to show all conditions on the books? 

Solution 

This question can be answered without any extensive knowledge of 
fundamental cost accounting. However, study of accounting for materials 
should include subject matter, such as this question as well as a detailed 
study of the inner organization of material accounting. 

It is to be noted that this question refers to the pricing of materials 
on an average cost basis. Students, of course, should be familiar with the 
other bases, and the writer was surprised to find some students in Ad- 
vanced Cost Accounting courses becoming canfused in handling a “‘last-in 
first-out” basis of accounting for inventories. 

in reply to the above question (a) the inventory shortage should be 
written off, by writing down the general ledger inventory control account 
by $51, and reducing the stores ledger by 17 articles, with corresponding 
value of $51. 

If the Company does not wish to adjust the ledger accounts to take 
care of the 10% by which market is less than average inventories, the two 
alternate methods of stating the inventory on the balance sheet would be 
to describe it as: 

(1) “Inventory of merchandise, valued at average cost, which is greater 
than market value’. It is probable that the Company’s managers would not 
favour such a description, but it might be desirable to supply this informa- 
tion to the interested owners. 

(2) “Inventory of merchandise value at average cost, less reserve’. 
Such a description presupposes that an appropriation has been made from 
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profits or surplus to cover the 10% margin which when applied against 
the cost figures will reduce the total for balance sheet purposes to the 
“lower of cost or market’. The latter phrase might be an alternate means 
of describing this. 

If the market has dropped permanently, it would appear desirable to 
write off the difference between cost and present market, both in the 
general ledger and in the stores records. Obviously, it would take some 
time on an average cost basis to eliminate the loss, without a price adjust- 
ment; unless, there existed a very rapid inventory turn-over. 

If the reduction in market price is a temporary condition, it is unlikely 
that a general adjustment of the general or stores ledger would take place 
and that the situation might be covered by a foot note to the balance sheet, 
in which the position is briefly explained. 

Question 2 

The Grove Manufacturing Company has budgeted to produce in the 
three month period ended 31st March, 3100 units. Based on the produc- 
tion the manufacturing expenses, computed on labour hours of 12,400, has 
been set at 60c per standard labour hour. 

The Company operates a standard cost system and its standards per 
unit for the period are: 

Material—8 lIbs., at $0.50 per Ib. 

Labour—4 hours, at $1.00 per hour. 

For the above mentioned period, its records show the following: 

(1) Sale of 2500 units at standard price of $20.00 per unit. 

(2) No inventories of work in process at the beginning or end of the 

period; production 3100 units. 
(3) Purchase of materials— 
15,200 Ibs. at $0.60 per Ib. 
16,000 Ibs. at $0.52 per Ib. 

(4) Return of material to suppliers— 
500 Ibs. at $0.60 per Ib. 

(5) Actual material used, per requisitions—24,500 lbs. 

(6) Actual manufacturing expenses $7,650.00. 

(7) Actual direct wages—12,500 direct labour hours at average cost 

of $0.98. 
Required: 

(1) Journal entries with narratives to record all the above transactions, 

including variances. 

(2) Trial Balance at 31st March. 


Solution 

De FERRER oe cacuscceceritedacetcevtsecacevecuns aoeeteratuente eee $ 15,600. 

DRaterial Eich VALiaACO occs icssssiosscciccedseccsecocacacessantes 1,840. 
ACCOUDIS: PAYADICS ocissecesivassecscussenscrssascosctazersecnets $ 17,440. 

To Record purchase of materials as follows: 

Standard Actual Variance 

25;200 158;. sssess003 $ 7,600. $ 9,120. $ 1,520. 

16,000 15s: ......;... 8,000. 8,320. 320. 





$ 15,600. $ 17,440. $ 1,840. 
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COST AND MANAGEMENT 


MACE ER PNG MEING 5 sacked cics iorthoxccs fansgocestacvpodesesaceacacoseans 300. 
Be aterinl Price VALANCE .....ccscecsciscecsssoassssessccecsocess 
BNE sade evap re cecwu sae oacis ok esscuanannacsuacnss copsbabnckeasin oaniats 


To Record return of material to supplies. 
SOO ADS... 5 insssecvsssvsars $ 250. $ 300. $ 60. 








ERE BER PING ooo sshcasncccegn seen cenasutin oxesdatunaravent 12,400. 


DAatecial Ousartty Variance ...<.......cs.ocsnsssasscsances 
RMN Recenter cast Pease tay cievs coarse tenes csneneascaicscaiarensele 
To material charged to production 
Actual—24,500 Ibs. @ .50 ........e eee $ 12,250. 
Standard—24,800 Ibs. @ .50 ..........00+. 12,400. 


ea i Ra us oo eee Oe ee 12,400. 


RUN RER REE WM REONNE 5 cnkssssaispcccerccassaxeansascessiaeeetas 


EQDOUF PATICIERCY, VALIGICE: .inciscecccsdssscssavnsvsosssuen 100. 


PICEA EO oe oss, ce cea cass sanch sats epsastecsacssecesstie 
To Record Payrolls for the Period. 
Actual—12,500 hours @ .98 ...........6. $ 12,250. 
Standard—12,400 hours @ 1.00 .......... 12,400. 
Efficiency 

Variance—100 hours @ 1.00 .............. 100. 
Rate Variance—12,500 hours @ .02 .... 250. 


MRSA CHITIN PE DONSS oo.6oc. sso esssscssccissscnsssesvsevsccess 7,650. 


GU aTitG AE me oi dis cccatge cs cecs toads teccaaseaeesigsineeats 
To record actual manufacturing expenses. 


Manufacturing Expense in Process ...........:ccee 7,440. 


Applied Manufacturing Expense .............ce 
12,400 hours @ .60—applied overhead. 
Manufacturing Expenses Expenditure Variance 


EE SO SETS RE aN ce OT 210. 
Capacity Variance (12,500. - 12,400.) @ .60 .... 
Efficiency Variance (12,500. - 12,400.) @ .60 .... 60. 
Applied Manufacturing Expense ............se000e00: 


To clear Manufacturing Expense, and set up 
variances as indicate. 


cee ERIE eA EEE SOR Ree POD a ae ee 32,240. 
REIT AR PP COOE ioc ciicicsacassncicenstxasvncacdecdsvndssnes 
RPT MRR LION oy coscccacds vacacaasaioenepinvevesvsceccecsncens 
Manufacturing Expense in Process .............ss0000 

Material ............ 3,100 units x $4.00 = $12,400. 

ee 3,100 units x 4.00 = 12,400. 

Overhead .......... 3,100 units x 2.40 = _ 7,440. 
Transfer of Cost of Finished Goods. 

PE OES Een ro PN ee Oe ee TOR 26,000. 
Wer ANS oi os ss ssexcnicnnceussisiadepnddbipaesccisdicnae 


2,500 units x $10.40. 
Transfer of Cost of Goods Sold. 
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50. 
250. 


150. 
12,250. 


250. 


12,250. 


7,650. 


7,440. 


60. 


210. 


12,400. 
12,400. 
7,440. 


26,000. 


















STUDENT SECTION 
Mecouaris Recei vale «s.c..cc<ccscsvisestccssesscccaractesntsanenea 50,000. 
SONOOy: (access eeuee ata isbtes sacs oda bag as iaeeacatsc naa 50,000. 


2,500 units x $20.00. 
To record Sales Price. 


TRIAL BALANCE AT MARCH 3ist 











Dr. Cr. 

NOG i secs cookies aa eae nisssk acca caaa ped qoeiensads one teanenee etear 50,000. 
ACCOUDES: TRECCLVADIE: wcciccccscccxscouseescerpvtaveninsdavicteveesnse 50,000. 
Csi OM OCR i ceate ees are tease ee 26,000. 
WSOC GOR aecccsssscedarsassHocspessnis ahegs gunnioene eee 6,240. 
PiciGu UR GREG 355.6565 sce eaccscscn ee 24,790. 
5S CESS 2 aM ae ee BORON Ar ts tear enero eee Penner ee Semen nS 3,100. 
Nhaterial Price Vasa —siccisssscscesccsecssessasctascrassncevses 1,790. 
Material Quantity Variance ....-.0cic.ccsisssssrccceceass: 150. 
en rag ON 0 ee 250. 
Labour: Bittency Vatiahee .c.ccecisscscseccssssicessssnsvascoenses 100. 
Manulacturing: Expense: <.c.ccscssscssscietscecacesccscasccerensses 7,650. 
Manufacturing Expense Applied .............ccccseeeees 7,650. 
Manufacturing Expense Expenditure Variance ...... 210. 
Manufacturing Expense Capacity Variance .......... 60. 
Manufacturing Expense Effiency Variance ............ 60. 
Meceree Wace uly icsicsaccccxccesecusscoxsses. tes cztscrasstasceeetortes 12,250. 

$ 95,150.  $ 95,150. 

Comments 


This problem follows the pattern of standard cost solutions as illustrated 
in the October, 1946, issue of the Cost & Management magazine. The 
problem was on the 1946 Advanced Cost Accounting examination. 


GENERAL ACCOUNTING 
Comments by H. G. WRIGHT, C.G.A., R.LA. 


Question 5—Accounting II, 1946 
The issued share capital of Metals Limited consists of: 
28,000 preferred shares for a par value of $30. each. 
20,860 class ‘‘A” shares of no par value, and 
7,140 class ‘‘B” shares of no par value. 

The letters patent of the company provide that: ‘The preferred shares 
are entitled to a cumulative preferential dividend of $2.25 per share per 
annum. Whenever in any fiscal year a dividend of $2.25 per share has been 
paid on the preferred shares and dividends of $1.25 and $0.75 have been 
paid in the class “A” and class “B” shares respectively, any and all further 
dividends declared in such a year shall be declared and paid in equal amounts 
share for share on all the preferred shares and all the class “A” and 
class “B” shares. 

The directors set aside $150,430 for distribution in dividends for the 
year ending March 31, 1946. 
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COST AND MANAGEMENT 


Required : 
(a) A computation of the rate of dividend payable on each class of 
share. 
(b) Journal entries giving effect to the declaration and payment of 
the dividends. 
Solution 
(a) Computation of rates of dividend 
Class of share Amount of Amount of additional Total 
basic dividend dividend dividend 
Preferred ‘ $1.00 $3.25 
Class “A” ; 1.00 2:29 
Class “B” ‘ 1.00 1.75 
Earned surplus $150,430. 
(b) 

To Dividend payable—Preferred $91,000. 
Dividend payable—Class “A” 46,935. 
Dividend payable—Class ‘B” 12,495. 

Dividend payable—Preferred 
Dividend payable—Class “A” 
Dividend payable—Class “B” 
To Bank 150,430. 


Comments 
(a) The facts are given in the problem and it is a case of reading the 
information and giving the required solution. It can be computed what 


the basic dividend total amounts to by taking the number of shares and at the 
stated rate per share of dividend. This amount from the declared total 
leaves the additional dividend per share of all stock classes. The rate per 
share may then be shown as in the suggested solution. 

(b) The journal entry on the declaration of the dividend merely 
takes the amount of dividend payable to the total of each share class and 
sets it up in the dividend declared account. When the dividends are paid, 
the entry for the cheques issued is a credit to the bank and a charge to 
the dividend account. The solution suggested gives the entry factors. 
There should be a suitable explanation accompanying the journal entry. 











